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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to Survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial develooment 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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FORESTRY EQUIPMENT 


1. Structure and Performance 


Structure 

The forestry equipment sector consists of enterprises producing the 
machinery, equipment and tools used by the forest industry to extract 
commercial wood from forest stands, to process it in a form acceptable to 
the secondary processing industry, to ensure rapid reforestation of the logged 
areas, to treat growing stands, and to defend and protect the resource. The 
principal users of this equipment, directly or through specialized subcontracts, 
are provincial governments and forest industry firms. 

Forestry equipment may be divided into two separate groups: 

(1) skidders, all-terrain vehicles used for skidding the logs, and (2) forest 
equipment other than skidders, 1.e., log loaders, fellers, delimbers, slashers 
and specialized accessories. Canadian shipments are broken down as follows: 
wheeled log skidders, 60 to 65 percent; fellers or delimbers, 15 percent; 
feller, delimber, and slasher components or accessories, 10 percent and log 
loaders, five percent. The balance of the shipments (five to ten percent) 
consists of a whole range of machinery and accessories. 

In 1986, the sector provided 4100 jobs and recorded $260 million in 
shipments, of which $116 million worth were exported (68 percent of 
exports were log skidders). Fifty-four Canadian companies are registered as 
forestry equipment manufacturers, but only ten report annual sales of more 
than $10 million. With the exception of manufacturers of wheeled skidders, 
which are subsidiaries of foreign firms, the companies in this sector are 
generally Canadian-owned. Although it Is owned by American interests, the 
most important manufacturer of wheeled log skidders carries out its research 
and development (R&D) and all of its production in Canada. This manufacturer 
produces a large variety of specialized machinery needed for logging and its 
products are sold worldwide. 

The Canadian market for forestry equipment was estimated in 1986 
at $279 million, $135 million of which was accounted for by imports. 
Approximately 73 percent of these imports are power-train components 
(engines, gearboxes, clutches, axles and differentials), which are not 
manufactured in Canada, and more than 55 percent of which are re-exported 
in assembled machinery or as replacement parts. Canada’s principal sources 
of components are the United States (95 percent) and Europe, led by the 
United Kingdom. Assembled machines account for 17 percent of imports, 
and consist mainly of excavators that are to be transformed into fellers or 
delimbers by means of modifications or the addition of specialized Canadian 
accessories. This 17 percent also includes Scandinavian equipment which 
is to be used for silviculture work or in performance studies under Canadian 
conditions. The remaining ten percent of imports is accounted for by 
spare parts. 
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Employment By Region 
(Total 4100)* 
* Estimated Total for 1986. 


Canadian-made complete machines include from 
35 to 50 percent imported components, which is 
why the skidder manufacturers are concentrated In 
southern Ontario close to the sources of the 
component parts. Manufacturers of accessories 
for fellers and delimbers, which contain less than 
10 percent imported components, are located 
throughout the logging areas of British Columbia, 
Quebec and Ontario. Employment in this sector is 
divided as follows: Ontario 40 percent, Quebec 
30 percent, British Columbia 25 percent, Prairie 
provinces four percent and Atlantic provinces 
one percent. 

Production capacity of most companies in the 
sector exceeds domestic market demand. In 1986, 
companies used 85 percent of the capacity of their 
production facilities compared to about 40 percent in 
1982. Expansion by manufacturers of the first group 
of equipment, skidders, depends on the acceptance 
of their products on foreign markets, while growth by 
the second group of companies, forestry equipment 
other than skidders, depends mainly on continuation 
of the mechanization of the Canadian forest industry. 

Canada's principal export markets are the United 
States (81 percent), the South Pacific (seven 
percent), Latin America, Europe and Africa. The 
Canadian sector is in competition with American 
manufacturers in the United States; with the 
Americans and the Scandinavians in the South 
Pacific; with the Americans and the Brazilians in Latin 
America and with the Scandinavians in Europe and 
Africa. The Americans, the Scandinavians and the 
Japanese are competing to capture or maintain a 
share of the emerging Japanese market. 


The lack of major forest resources in many 
countries eliminates them as potential customers. 
Canadian skidders can be exported anywhere 
regardless of the type of forest. The rest of 
Canadian-made forestry equipment is designed for 
trees less than one metre in diameter, where wood 
density is relatively low. Even though this equipment 
cannot be used for logging tropical hardwood forests, 
it is suitable for planted forests of eucalyptus, hevea 
and coniferous trees anywhere in the world. 


Performance 

In constant 1986 dollars, the total value of 
shipments was $188.6 million in 1981, while the 
domestic market was $179.9 million. The severe 
economic recession, which resulted in a collapse in 
the demand for forest products in North America, had 
a very marked effect on this sector and was at its 
most severe in 1982. The domestic market was 
most affected; its value was $64 million in 1981, 
barely 36 percent of the figure for the previous year 
and 18 percent of that for 1979. Fortunately, exports 
did not fall as seriously, although they amounted to 
only 44 percent of 1979 exports. They began a 
strong comeback in 1983, reaching $128.2 million, or 
82 percent of the 1979 figure. Domestic shipments 
also rebounded in 1984, thanks to a strong demand 
for skidders which enabled total shipments to reach a 
value of $322.7 million. 

From 1981 to 1986, sector shipments showed 
an average growth rate (constant 1986 dollars) of 
3.2 percent, and that of exports was 3.4 percent. 
The average growth rate of imports was 3.0 percent, 
while the domestic market showed average growth 
of 2.9 percent. The domestic Canadian market 
should reach a new peak in 1987, while exports to 
the United States are also on the upswing. Total 
shipments are expected to exceed $400 million 
in value. 

Among the first group of manufacturers 
(manufacturers of skidders), production became 
more highly concentrated during the period (1973 
to 1985) when a number of major heavy-equipment 
manufacturers, such as International Harvester of 
Canada Ltd., Massey Ferguson Ltd., Bombardier 
Ltée, Forano Inc., Pettibone of Canada Ltd., Hawker 
Siddley of Canada Ltd., and others, left the sector. 
Manufacturers specializing in forest-harvesting 
equipment remained, due to the expansion of their 
distribution networks in the United States and the 
rest of the world. 
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Since the forest harvesting industry's production 
levels began to rise again in 1983, the industry has 
been updating its equipment. This temporary 
catching-up process reached its peak in 1984. In 
1985, demand on the domestic market for certain 
types of equipment, especially skidders, dropped. 
This drop was, however, compensated for by 
increased consumption of other types of equipment 
from the second group and by a recovery in exports. 

The manufacturers of the second group of 
equipment (the one excluding skidders) have initiated 
a wave of mechanization affecting felling and 
delimbing operations through the introduction of 
innovations and new developments. This wave, 
which began in Quebec in 1970, has since continued 
to be exploited in Ontario and western Canada, 
particularly among the pulp and paper manufacturers. 
The introduction in 1980 of circular-saw-type felling 
heads increased the use of this type of feller/bunchers 
by the producers of logs for the sawmill industry. 
Finally, the development of higher-capacity felling 
heads broadened the market to include logging 
operations in Alberta, British Columbia and New 
England. Manufacturers in this group have 
prospered, particularly since 1979, and have 
increased their production capacity by expanding and 
modernizing their plants. The use of a production line 
of feller/ounchers, wheeled skidders and delimbers 
has resulted in a shift in demand from small to large- 
size wheeled skidders. 

This new line of skidders has been so much 
more productive that, despite a major increase in the 
volume of wood felled in Canada and the United 
States, the number of skidders in use in the logging 
industry has been decreasing. 

Both groups of manufacturers, assisted by a 
decline in the relative value of the Canadian dollar 
compared to the U.S. dollar, have been taking 
advantage of this period gradually to capture a larger 
share of the North American market, thereby 
consolidating their position with a line of machinery 
undergoing continuing improvement. 

Taking into account investment in research and 
development (R&D) and in product marketing, the net 
profit of firms in the past two years has been 
approximately 10 percent of gross revenues. The 
high proportion of privately owned companies in the 
sector makes it impossible to obtain complete 
figures. Although it experienced hard times in 
1982-83, the sector (now consolidated) is currently in 
sound financial health. 


2. Strengths and Weaknesses 


Structural Factors 

Canada enjoys a slight advantage over its 
American competitors in terms of the major factors 
accounting for production costs: labour, raw materials 
and energy. 
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Among the first group (skidder manufacturers) 
the main strengths are: the concentration of 
production in southern Ontario close to the sources 
of the components, the large size of the factories, 
economies of scale, access to a large pool of 
specialized labour at competitive costs, highly 
sophisticated production methods and, finally, the 
extensive networks of heavy equipment distributors 
specializing in the logging industry. In addition, three 
of the five largest manufacturers of wheeled skidders 
in the world (including the largest) produce their 
equipment in Canada. Canadian manufacturers of 
skidders have already captured 45 percent of the 
market in the United States and 55 percent of it in 
the rest of the world. 

Since some major components (engines, 
gearboxes and transmissions) are not manufactured 
in Canada, American components account for 
35 to 50 percent of the manufacturing cost of the 
equipment. On the North American market, which 
represents 90 percent of the total market accessible 
to Canadian producers, this factor is a major 
advantage compared to European and Japanese 
manufacturers because the distributors’ stocks of 
replacement parts are common to various machines, 
and maintenance and repair techniques are familiar 
to them. However, in the South Pacific, Asia and 
Europe, where Japanese or European components 
enjoy the same advantage, the use of American 
components is a major disadvantage. In addition, 
the use of these machines is just beginning in 
these areas, and there is some hesitancy to use 
Canadian equipment. 

The sector's second group has specialized in the 
manufacture of the products (equipment other than 
skidders) that are most innovative and best adapted 
to the regional needs of the users. Fewer imported 
components are used in manufacturing these 
products. Their distribution networks are less 
developed and are often linked to the networks of 
carrier-vehicle manufacturers whose products they 
convert. However, because of their R&D efforts, 
Canadian companies have been able to overtake the 
competition by renewing their product lines very 
frequently. Unfortunately, a number of 
manufacturers in this group are experiencing 
problems of expansion due to: lack of working 
capital, insufficient means of production and difficulty 
in training managers and specialized labour. These 
problems prevent them from deriving full benefit 
from their lines of products on the domestic and 
export markets. 

Scandinavian equipment does not represent a 
serious Competitive threat because it usually consists 
of multiple-function machinery that is less productive 
than the series of single-function machines generally 
used in North America. Japanese suppliers only 
produce major components and carrier vehicles 
which currently are imported from the United 
States. Accordingly, Japan does not pose a threat to 
the sector. 


Trade-related Factors 

Seventy percent of Canadian exports to the 
United States are wheeled skidders which are not 
subject to a customs tariff. All other products of this 
sector are subject to a three percent U.S. tariff. 

Imports of forestry equipment into Canada were 
subject in 1987 to 9.2 percent Most Favoured Nation 
(MFN) customs duty. If the equipment imported was 
deemed equivalent to Canadian-made equipment no 
duty can be remitted. If there was no Canadian 
equivalent, the importer was eligible to claim duty 
remission under the Machinery Program of Revenue 
Canada, Customs and Excise. In practice, almost all 
Canadian imports of forestry equipment from the 
United States are eligible for duty remission, since 
the industry generally uses Canadian equipment first 
and imports only what is not available locally. (This 
program has a counterpart only in Australia and New 
Zealand, where tariffs range from zero to 20 percent 
depending on availability.) 

In Latin America, Canadian products are 
subject to customs tariffs that vary by country from 
10 percent to 50 percent. Brazil, however, receives 
preferential treatment in Latin America under various 
bilateral arrangements. 

No non-tariff barriers exist between Canada and 
its major trading partners in the sector. 

The Canada-U.S. Free Trade Agreement (FTA) 
provides for the elimination of customs tariffs on 
products from the first group, skidders, over a 
10-year period and on most of the other products 
of the sector over a five-year period beginning 
January 1, 1989. The establishment of a trade dispute 
settlement mechanism is important to the forestry 
industry as well as to the forestry equipment sector. 


Technological Factors 

The major firms in the sector all use computer- 

assisted design and manufacturing systems, 
programmable digitally controlled machine tools 
and computerized manufacturing systems. 
Some also have computer-controlled test beds. 
Microelectronics have also been introduced in a 
number of machines to facilitate the operator's 
task and maximize performance. 

Manufacturers in the sector spend from five to 
ten percent of their revenue on R&D, and their 
efforts are integrated with those of their customers, 
the logging industry. With respect to technological 
innovation, the Canadian sector is ahead of its 
competitors in terms of its range of products, its 
production facilities and its ability to adapt to the 
needs of the logging industry. In the United States 
there are few specialized manufacturers who work 
closely with the logging industry. As a result, 
the U.S. sector has been slower to adapt to 
technological changes. 
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3. Evolving Environment 


A number of developing countries are striving for 
self-sufficiency in forest products. Accordingly, new 
forest-products processing plants have been 
established and new forests have been planted in 
various countries in recent years. These new users 
must look for highly productive logging equipment; 
hence, new markets have opened up for Canadian 
logging equipment. This trend should continue for 
the next decade and Canadian exports overseas 
should increase. 

The imposition of an export charge in January 
1987 on softwood lumber exported from Canada to 
the United States, and subsequent replacement 
measures involving higher stumpage fees on timber, 
may have a continuing indirect impact on the forest 
equipment industry. While these charges might have 
been expected to result in a shift of demand to the 
United States for forestry equipment, there has not 
yet been a tangible effect of this kind. However, 
given the current buoyant conditions in the softwood 
lumber industry, as well as the need to increase 
productivity in the face of higher costs of production 
resulting from the export charges, the Canadian 
forestry industry has initiated new investment in 
modern production equipment. 
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The elimination of customs tariffs provided for in 
the FTA will favour products in direct competition 
with essentially equivalent Canadian-made wheeled 
skidders. There is likely to be a little more 
competition from U.S. manufacturers of skidders in 
the Canadian market, while the reduced U.S. tariff 
will benefit the rest of the sector in the U.S. market. 
The overall result of the FTA will be a slight increase 
in export and import trade over the short term. 
Although the customs tariffs currently imposed by 
the United States are not high, their elimination will 
assist our exporters. Access to the American market, 
essentially without obstacles or threat of restrictions, 
will increase the sector's interest in this market. It is 
anticipated that Canadian manufacturers, especially 
those other than the skidder manufacturers, will 
increase their efforts to market their products in the 
United States, thereby leading to an increase in 
exports in the medium term. 


4. Competitiveness 
Assessment 


In domestic markets, this sector is very 
competitive since no other country offers a complete 
range of equipment adapted to the Canadian forests 
that is known, and accepted by, Canadian users. A 
withdrawal of tariff protection will not reduce the 
competitive position of the sector. 

In the United States, Canadian skidders are very 
competitive and should continue to increase their 
share of this market. Canadian felling and delimbing 
equipment Is price competitive and Is starting to 
penetrate the New England market. However, the 
mechanization of logging operations has lagged 
behind in other regions of the United States which 
constitute a promising potential market for Canadian 
manufacturers. 


In the rest of the world, Canadian-made skidders 
should continue to make inroads and fellers and 
delimbers are expected to make significant 
breakthroughs in Asia, Australia and New Zealand. 

The innovativeness of the sector, in terms of its 
range of machinery, ability to adapt, close relationship 
with the Canadian logging industry and good 
production facilities, means it should continue to be 
competitive during the next decade. 

The sector will, therefore, retain its favourable 
market position after the provisions of the FTA 
take effect. 


For further information concerning the subject 
matter contained in this profile, contact: 


Surface Transportation and Machinery Branch 
Industry Marketing 

Industry, Science and Technology Canada 
Attention: Forestry Equipment 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3220 
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SIC(s) COVERED: 3192 (1980) 
ISAS: 1982 1983 1984 1985 1986 
Establishments N/A N/A N/A N/A 54 54 
Employment N/A N/A N/A N/A 4800 4100 
Shipments ($ millions) 151.4 Ons 187.9 300.9 240 260 


1973 1982 1983 1984 1985 1986 
Exports ($ millions) WAM 68.6 114.2 VHA (ZO WB 
Domestic shipments ($ millions) 78.7 Bf Ze UB; 7/ 126.6 (ike ath feh 
Imports ($ millions) 65.7 27.8 79.8 ISAZ WO “NSkeeh 
Canadian market ($ millions) 144.4 55.0 5Se5 263.4 DARE BIS). 

Exports as % of shipments 48 72 61.0 58 Isy0} © 45 * 

Imports as % of domestic market 45 51 52 52 48 * ANS) 

Source of imports WES Exe Asia Others 

(% of total value) 

1982 94.3 AAS 2.9 0.3 

1983 CW Z 1.6 0.6 0.6 

1984 94.6 BS 0.1 2.0 

1985 92.7 BZ 18 2.8 

1986 95.3 4.5 0.1 0.1 

Destination of exports WeSe EC Asia Others 

(% of total value) 

1982 83.0 1.6 0.2 15)-2 

1983 94.5 ill 0.1 4.2 

1984 94.4 On 0.7 4.2 

1985 88.0 D4 0.6 9:3 

1986 81.0 DS 0.1 16.6 


Atlantic Quebec Ontario Prairies Bec: 
Establishments — % of total 30 31 4 33 
Employment — % of total 30 40 4 DS 
Shipments — % of total 30 40 6 24 


* Projections 


(continued) 
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MAJOR FIRMS 
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Name Ownership Location of Major Plants 
1. Timberjack Inc. (skidders) American Woodstock, Ontario 

2. Caterpillar of Canada Ltd. (skidders) American Brampton, Ontario 

3. Clark Equipment of Canada Ltd. (skidders) American St. Thomas, Ontario 

4. CECO Sales Ltd. Canadian Delta, British Columbia 
5. Industries Tanguay Inc. Canadian St. Prime, Quebec 

6. Harricana Metal Inc. Canadian Amos, Quebec 

7. Equipement Denis Inc. Canadian St. Hyacinthe, Quebec 
8. Koehring Canada Ltd. Canadian Brantford, Ontario 

9. Chapman Industries Ltd. Canadian Delta, British Columbia 
10. S. Madill Ltd. Canadian Nanaimo, British Columbia 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/648022 
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